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EDITORIAL DEPARTMENT NOTE 


The accounting executive, or executives, of industrial and commercial 
companies have a recognized place today. This place is accorded them in 
acknowledgment of the scope of the accounting function and the abilities 
of individuals who are exercising this function in the diverse ways which 
facilitate good business management. The progress of the accountant with 
respect to business enterprises has carried him from the simple responsibili- 
ties of a keeper of necessary records to a post of counsellorship in matters 
of financial policy and, finally, to a place from which he can contribute his 
influence, in line with the wide range of information available to him, to 
manufacturing and sales policy as well, Our first article gives guidance as 
to activities and viewpoints which may help more industrial accountants to 
fulfill their possibilities. 

The article is written by IRVING D. DAWES, Vice President and Treas- 
urer, Virginia-Carolina Chemical ihe Richmond, Va. Mr. Dawes is Chair- 
man of the Committee on Technical Information and Research of the Con- 
trollers Institute and has been accounting executive for companies in the 
automotive and textile as well as the chemical industries. He graduated from 
Harvard College and Harvard Graduate School of Business Administration 
and is a C.P.A. of Massachusetts. 


Our second article deals with the field of market research and with 
the allied technique of market testing. These subjects are currently receiv- 
ing greater notice than heretofore in industry generally and their relation- 
ship to sales forecasts and to selling expenses give them considerable back- 
ground significance from the viewpoint of the indusirial accountant. 

The author of this presentation, GEORGE M. ARISMAN, is at present 
head of the management consulting firm bearing his name. For approxi- 
mately ten years until 1943, Mr. Arisman was Controller of Armstrong 
Cork Co., with which he had been connected since 1918. He is a Past 
President of Lancaster-Reading Chapter and has served as a National Director. 

e 

The retailing and wholesaling of liquor has developed in various ways 
in the different states. In those states in which a so-called “monopoly” 
system is in operation, there is thus created a large-scale enterprise in the 
distribution of liquor stocks and an accounting situation of interest in itself 
and possibly bearing some special significance for accountants concerned 
with control of other types of merchandise inventories. The system de- 
scribed in our third article is in force in the State of Michigan and makes 
use of a uniform cost method of valuation. 

C. ROBERT ANGELL, who has been Comptroller of the Michigan 
Liquor Control Commission for the Pa four years and was formerly Chief 
Accountant of the Michigan Public Service Commission, is the author of this 
article. Mr. Angell, a C.P.A. of Michigan, was engaged in public account- 
ing work for a period of some twenty years prior to 1943 and, after 1929, 
as a Partner of the firm of Colegrove, Murphy & Angell in Detroit. 
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DUTIES AND RESPONSIBILITIES OF THE ACCOUNTING 
EXECUTIVE 


By IRVING D. DAWES, Vice President and Treasurer, 


Virginia-Carolina Chemical Corp. 
Richmond, Va. 


HIS article will deal with what may be called the background 

or collateral type of responsibilities which form such a large 
part of the life and duty of the accounting executive. To put it in 
another way, the things I wish to cover are concerned primarily 
with how he handles his work, problems, and personnel. The first 
point I wish to make is that the accounting officer or executive 
should be exactly that. I do not mean by this that he should be 
a stuffed shirt, surround himself with an air of importance and 
authority, and set rigid lines of demarcation where his authority 
begins and ends. The type of authority I have in mind is that 
which represents acceptance of responsibility, willingness to make 
decisions, and is backed more by knowledge than position. In 
other words, he should concern himself primarily with being an 
authority in its deeper and better sense rather than just posing as 
the top man in his department. 
Taking Responsibility 

A prime responsibility of the accounting executive is to take 
responsibility. This means that he must be willing to back his 
own knowledge and judgment by making decisions and choices on 
his own initiative and not simply refer them to others higher up. 
It is for this primarily that he is paid and that distinguishes him 
from the rank and file. All of this does not mean that the account- 
ing executive should follow his own opinion and judgment blindly 
without taking the steps necessary to insure their soundness. The 
full knowledge of any subject never rests entirely in one individual 
and the really smart man will derive his knowledge from every 
available source and particularly from subordinates in line with 
their special responsibilities. , 

The accounting executive must learn very early in his career— 
and as an important step toward becoming an executive—the 
necessity and value of accuracy and reliability. These are among 
the greatest of his responsibilities. The board of directors, the 
president of the company, and all other officers and department 
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heads have a right to rely on his statements for such purposes as 
they are needed. The president, for example, can be extremely 
embarrassed by giving to his board of directors misinformation or 
erroneous information which may lead him and the board to take 
actions which otherwise would not have been followed or which 
necessitate later retraction. Of course, this would be embarrassing 
and perhaps fatal to the business life of the accounting officer him- 
self, but regardless of the effect on him, he has no right to put 
others in any such position. A man who accepts the position of 
accounting executive must be prepared to take all that goes with it. 
This means that he cannot be careless or offhand in giving infor- 


‘mation about which he is supposed to be informed and the com- 


pany’s particular authority on the subject. The whole matter of 
accuracy and reliability cannot be emphasized too strongly and no 
accounting executive will last very long without these qualities, no 
matter how learned or brilliant he may be in matters of accounting 
and finance. 


Knowledge of Company Conditions 

Another responsibility is to know what is going on, not only in 
his own department but in the company as a whole. The man who 
sits in an inside office aloof from most of the members of his own 
department and never circulates among the other executives and 
departments will miss a great deal more than he can ever realize. 
It is the scraps of information picked up here and there and the 
continuous touch with the accounting work and the business as a 
whole that furnish the background of knowledge and understand- 
ing without which no complete or adequate accounting job can be 
done. The unapproachable executive will find himself knowing 
less and less about the business and what is going on instead of 
learning more and more. 

The responsibility of knowing what is going on cannot be ful- 
filled unless the accounting officer insists on his fundamental right 
to obtain accounting and collateral information from any part of 
the business and in a manner that will safeguard its accuracy and 
freedom from bias. He should have the right of direct access to 
factory time and material clerks, for example, as well as to those 
in the sales or any other department from which information must 
be obtained that goes into the corporation’s accounting records. 
Department heads have been known to discourage or resent any 
such direct contacts but the accounting executive cannot maintain 
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his independence of action and assume responsibility for account- 
ing matters over which he does not have direct control. Some- 
times it will require considerable tact and diplomacy to achieve this 
necessary condition but a full and frank explanation of the rea- 
sons why should almost always serve to handle the situation. One 
of the best ways to establish this desired access is to ask the presi- 
dent to call a general meeting of the corporation’s executives so 
that the accounting officer can explain the matter in full and “sell” 
the organization on the necessity of having this direct access. 

I consider it another serious responsibility of the accounting 
executive to develop to the full the functions and services of the 
accounting department. I have always conceived of it as being a 
service department for the entire organization, passing out volun- 
tarily to other departments information which may be of help to 
them and encouraging them to request service or data which they 
need. It has been the habit of too many accounting departments to 
limit their activities purely to accounting and auditing functions 
and to consider it an imposition for other departments to ask or 
expect to receive aid that seems to be not strictly within the scope 
of duties of the accounting department. This leads frequently to 
other departments setting up their own record centers or quasi- 
accounting units to provide themselves with information which the 
accounting department either already has or could make available 
by some slight change in method of presentation of reports. It 
is not only more appropriate for the accounting department to pro- 
vide such data but it can probably do it much more efficiently and 
at less expense because of its greater and more thoroughgoing 
knowledge of accounting and clerical methods. 


Readiness for Special Tasks 

It is healthy and helpful for the accounting department to be- 
come known as a source of general company information and as 
the proper one to handle certain general matters which may not 
fit as well within the scope of duties of other departments. In any 
business there are always special jobs or assignments either that 
no one else wants or which seem to gravitate naturally to the ac- 
counting department. The far-seeing accounting executive will not 
seek to evade such tasks but will accept them as a means of increas- 
ing the worth, service, and importance of his department. It 
should be remembered that the accounting department is—or should 
be—the most general of all departments. It is the only one that 
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has the opportunity to see the business as a whole both in the large 
and in detail. Every single action performed by any other depart- 
ment involves sooner or later the receipt or expenditure of cash or 
the assumption of obligations which will eventually become part of 
the accounting records and the company’s balance sheet. The ac- 
counting executive and his staff have, therefore, the best oppor- 
tunity of any group to obtain a perspective of the corporate activi- 
ties and to understand them. Because of this they are best quali- 
fied to undertake those general projects and duties which no one 
else seems to want or should have. 

Such assignments should be taken in stride and no point raised 
about intereference with current bookkeeping, the monthly closing, 
etc. The successful accounting executive will take on whatever 
comes his way just as if he had plenty of time for it. As an actual 
fact, he may have great difficulty in performing the task in face 
of the regular accounting duties of the department but this is an 
internal problem which should not be the concern of the other 
departments requesting the service. Pride alone should prevent 
him from mentioning the fact. 

There has been too much of an aura of mystery and technique 
surrounding the activities of bookkeeping and accounting depart- 
ments in times past, although in recent years there has been a 
great improvement in this respect. Instead of keeping its methods 
and activities to itself as things beyond the understanding of ordi- 
nary mortals, the accounting department should make itself better 
known to the other branches of the organization. A full under- 
standing on the part of the organization as a whole of the nature 
and functions of the department would do away completely with 
the old and false ideas that the accounting department is “‘unpro- 
ductive” and “just a necessary overhead.” An accounting depart- 
ment properly conducted has many productive functions and far 
from being a parasitic drain on profits can contribute very ma- 
terially to those profits. It seems to me, therefore, to be an im- 
portant responsibility of the accounting executive to “sell” his 
department to the other parts of the organization and to build up a 
respect and appreciation for the services it renders. Along with 
this he should develop the same feeling among the individual mem- 
bers of the accounting department so that they may feel and under- 
stand the real contribution they are making to the success of the 
corporation. However, this selling of the department and building 
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up of its reputation cannot be done by self-advertising or use of 
propaganda but rather must. be accomplished by tangible service 
and continuous and patient demonstrations and explanations of 
departmental activities. Thus it is something that cannot be ac- 
complished quickly but only through long years of proven accom- 
plishments. 


Establishing Cooperation at All Levels 


As already stated, it is a great responsibility of the accounting 
officer to learn as much as he can about the activities of the other 
departments. This is not simply for the background information 
previously discussed but, even more important, to enable that co- 
operation with the other departments which can help so much in the 
smooth working of the company as a whole. It is such knowledge 
that will enable the design of accounting forms and reports in a 
manner best suited to the other departments and perhaps enable 
the elimination of duplicate records kept by them. It is not suf- 
ficient for just the department heads to be in full cooperation. It 
is even more important that this extend down through the account- 
ing personnel, and particularly to those who have constant contact 
with the rank and file of the other departments. The accounting 
executive should require that his subordinates understand and 
carry out this cooperation and that they acquire sufficient knowl- 
edge of the activities of the other departments to understand the 
records and other matters with which both are concerned. 

The accounting officer can do much to develop prestige and re- 
spect for his department by insisting that nothing unworthy ever 
come from it. Particular reference is made to the reports, either 
regular or special, that are sent to other officers, departments, or 
members of the board of directors. Monthly financial statements, 
for example, which are bound neatly in attractive covers and which 
bear on them the names of those to whom distributed, will help 
greatly to dignify and enhance the attention and importance given 
to them. Such reports will not be tossed aside lightly and are 
much more apt to be filed away carefully and be readily available 
than loose sheets of paper. Correspondence with other depart- 
ments or with the outside world should be carefully prepared and 
organized so that indiscriminate and uncontrolled information may 
not be disseminated which will be harmful to or unrepresentative 
of the prestige and standing of either the company or the depart- 
ment. It is not at all necessary for the accounting executive to 
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write all letters or to sign all mail but he should be careful to see 
that only certain authorized and competent persons are allowed to 
send out information and that their scope be carefully defined, 
leaving for himself the items of a general or special nature and 
the more important matters of information or policy. 

The accounting officer is called upon frequently to make written 
reports. Perhaps it is a monthly letter or report to the board of 
directors and the president illuminating the financial figures or it 
may be some special report regarding the purchase of another busi- 
ness, a matter of depreciation policy, an analysis of some special 
problem, or almost any other subject. The point I am trying to 
make is that here the accounting executive can accomplish a great 
deal to increase the reputation of his department and himself by 
the manner in which such reports are prepared. They should have 
not only the clarity, accuracy, and brevity which are so desirable 
to give understanding, but they should also give the impression 
that “it is all there.” It is most disconcerting, particularly in the 
study of an important matter, for the president, for example, to 
receive a report which covers only part of the subject. Before 
presenting it, the author should study it carefully to see that every- 
thing needed for a complete picture has been given, so that the 
president may not have to come back to him time and again before 
the whole story is finally dragged out. 


Confidential Information , 

One of the obvious but more important responsibilities of the 
executive accountant is to be close-mouthed. This is and should 
be second nature with almost everyone in the accounting field. A 
man in the position of chief accountant is bound to be the recipient 
of much information of a highly confidential nature and he should 
do everything in his power to live up to the obligation imposed. 
All members of the organization should know that it is perfectly 
safe to make a confidant of him and to trust him with information 
which should go no further. He has this responsibility not only 
for himself but also for his entire department and he must take 
every precaution against the leakage of confidential information. 
While he cannot control absolutely the tongues of individual em- 
ployees, he can restrict to responsible groups the accounting books 
and records that are of a highly confidential nature and impress up- 
on those concerned their responsibility and liability to the corpora- 
tion and to their honor as accountants to keep such matters strictly 
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to themselves. It should be possible to get the viewpoint across so 
completely that it will not even occur to them to discuss such mat- 
ters with other than the proper individuals, either inside or outside 
the office. It is not necessary to recite what great harm may be 
done by loose talking. Typical examples are the spreading of con- 
fidential payroll information and divulging important financial in- 
formation about a corporation whose securities are dealt with on 
the stock exchange. 

Another responsibility of the accounting executive, both to him- 
self and the corporation, is to keep out of trouble. The account- 
ing officer should be fully aware of the liabilities and responsibili- 
ties of his position, both morally and legally. A man can get into 
very serious legal or other difficulties by turning out erroneous 
information which may be relied upon by the general public, the 
stock exchange, SEC, or other government agencies. Since it is 
not just his own interests and reputation that are at stake but those 
of the company as well, he should be extremely careful as to what 
information is given out and should consider whether it has or 
should have the sanction of the company’s president, board of di- 
rectors, or legal staff. He should be able to recognize instances in 
which a matter may have legal implications or dangers and know 
enough to rise to these occasions and seek the advice or assist- 
ance of the legal department or company counsel. Divulgence of 
information which at the moment may seem entirely innocuous 
may under later and different conditions be much regretted. Thus 
careful consideration must be given both to immediate and long- 
time effects of information to be supplied and this must be done 
before the disclosure is actually and irrevocably made. 


Financial Reports 

The accounting officer has, of course, primary responsibility for 
the corporation’s annual report and he is not relieved of this re- 
sponsibility even though outside auditors are employed. Most 
audit reports include both the auditor’s certificate and what are 
called “Notes to Financial Statements.” While these notes may be 
prepared by the outside auditors, the fact is that they are, strictly 
speaking, representations of the company and not the auditor. 
The accounting officer, therefore, is basically responsible for the 
adequacy and correctness of these notes and so should insist upon 
wording in form satisfactory to him. It is another responsibility 
to see that the outside auditors are fully informed and given as 
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much help and guidance as needed to aid them in making the type 
of audit to which the stockholders are entitled. Some accountants 
feel that the auditors should discover for themselves any points 
requiring discussion. However, the course of the audit work can 
be facilitated greatly by complete cooperation with the outside 
auditors. The stockholders will obtain a better audit thereby and 
sometimes with a very substantial saving in cost. 


Preparation of Tax Returns 

A basic responsibility of the accounting executive is to be fully 
informed on Federal income taxes as they affect his particular 
business. In many cases it is the practice to retain others to pre- 
pare the income tax return but this should not excuse the company 
controlier or other accounting executive from giving major atten- 
tion to the matter. It is one of his prime functions to determine 
the annual earnings of the company and Federal taxes are a very 
large item in this determination. He should not, therefore, be de- 
pendent solely upon others for the amount of tax liability deter- 
mined but should be able to check on the computation. Moreover, 
an adequate preparation of Federal income tax returns involves 
an intimate knowledge of the company’s business and of the items 
going to make up the various accounts. This knowledge the out- 
side auditor or tax man cannot possibly get by his brief annual 
contact with the business. There are many matters coming up all 
through the year in which the tax situation is an important factor. 
The accounting executive should be in a position to interpret and 
rule upon the accounting treatment and tax effects at the time in- 
stead of after the close of the fiscal year when some of the facts 
or factors may be forgotten. He owes it to his company to be able 
to pass upon the tax effects of special undertakings initiated by 
line executives. Many dollars of taxes may be saved by full 
knowledge of tax considerations and effects. 

For these reasons, I believe it preferable for the accounting 
officer to take on the responsibility of preparing the income tax 
returns for his corporation and he should consider it a matter of 
pride and prestige to be able to do so. If he or his superiors do not 
wish him to assume full responsibility for such important item, 
then it would seem more in order to ask the outside tax man to 
check and review the returns before filing than to retain him to 
prepare them in the first instance. When an outsider prepares the 
tax return, it is natural for him to wish to make perfectly sure 
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that there will be no flarebacks or additional assessments. How- 
ever, many borderline items in the preparation of intricate tax 
returns for a large manufacturing company may properly be taken 
either way. These do not involve the question of tax evasion at 
all but only of interpretation, about which there may be completely 
honest differences of opinion. A company man preparing the re- 
turn would naturally construe such items in favor of the company, 
although he might later be overruled by the Federal tax auditor. 

In handling Federal tax matters the accounting officer also has 
the responsibility of maintaining good relations with the Federal 
tax authorities. He should attempt to make all his dealings with 
them on a give and take, cards-on-the-table, basis. 


Insurance Coverage and Claims 


Another obligation of the accounting executive is to be informed 
as to insurance matters and techniques, even though the company 
insurance may be handled by some other department. He will find 
such knowledge particularly important in connection with the set- 
tlement of claims. This is especially true of use and occupancy 
insurance, the proper settlement of which will frequently involve 
some rather intricate accounting determinations and computations. 
It may be possible to save a great deal of money in such settlements 
which would be lost if no one in the company has a full under- 
standing of all the factors and principles involved in this most 
complicated subject. Then, of course, the accounting officer should 
know the correct relationships between insurance coverage and 
property values. He is vitally concerned also with liability and 
social security insurance. Large amounts can be spent unneces- 
sarily for such items by improper classifications of items, lack of 
knowledge of credits available, etc. 


Maintenance of Property Records 


Many accountants seem to be unnecessarily lax with respect to 
property accounting. In numerous concerns, particularly those of 
the manufacturing type, fixed assets are the largest item on the bal- 
ance sheet and, as such, should have major accounting attention. 
Many, however, are satisfied with just one or two accounts in the 
general ledger and pay little attention to the great number of 
changes that are constantly affecting property items in a large 
manufacturing organization, such as scrapping, abandonment, 
transfer from one location to another, incorporation in a different 


















“740 N. A.C. A. BULLETIN 


type of machine, etc. It is difficult to understand why, with these 
things to consider, property units do not rate as much individual 
accounting attention as, for example, is given to customers’ ac- 
counts or inventories. 

Every type of machine or other property unit of appreciable 
size should have the complete life history of its individual com- 
ponents in a separate property ledger. Smaller items of capital can 
be kept in classified group accounts in the same ledger. There 
should also be carefully drawn regulations, definitions and pro- 
cedures to cover additions, retirements, and transfers of property 
so that proper records and accounting treatment can be provided. 
Without detailed ledger records of this sort it is hard to see how 
proper depreciation provisions can be made or proper use made 
of depreciation reserves that have been set up. 

Our company has found such property records to be of tre- 
mendous value for income tax depreciation purposes as well as 
for many operating and other company needs. For example, a 
decision as to the replacement of a machine may very well depend 
upon whether there is a loss or gain in the retirement of the old 
one and the effect of such loss or gain on the income tax situation. 
In another case, it may be found that a machine is still in good 
operating condition, although fully depreciated. It can, therefore, 
produce free of charge for depreciation. Its replacement, how- 
ever, may involve a much larger capital investment and, of course, 
higher depreciation charges will be applicable immediately. It may 
perhaps then be found that there is not sufficient advantage from 
the installation of the new machine to offset the economical oper- 
ation of the depreciation-free older machine. Such information 
would be available only if individual unit records are kept. It 
seems to me, therefore, to be a most serious responsibility of the 
executive accountant to see that his company is well served with 
complete and adequate property accounts and controls. 

Larger Areas of Responsibility 

Another major responsibility is in connection with the prepara- 
tion of budgets. This is too large a subject to be covered ade- 
quately in the present paper but it would seem that the chief re- 
sponsibility for the budgets should rest with the accounting officer. 
He alone can see the business as a whole and only in his depart- 
ment are most of the figures and records available. There also are 
the facilities and techniques which are needed to put together com- 
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plete budgets for any large concern. Once again the accounting 
executive owes it to his company to see that it is provided with the 
proper kind of budgets and in doing this he is making one of the 
most valuable contributions to success and progress that can be 
made. 

It is a rather common habit with some accounting executives to 
narrow their field of activities to their own company and to pay 
little attention to what is going on in the outside accounting world. 
Accounting is becoming more and more a profession and, like any 
other professional man, the accountant should keep up with de- 
velopments within the profession. He should, therefore, subscribe 
to and read current accounting publications and even contribute 
to them if he can. He should join professional organizations and 
participate in their meetings and activities. This will do a great 
deal to keep him up to date on what is going on. It will also give 
him fresh viewpoints and a good comparison of what he is doing 
with the activities of other accountants and companies. 

He should also guard against arriving at the point where he is 

satisfied with his present accounting system, for at that point 
progress stops for him and mental old age begins to'set in. In our 
own company we could say that we had an adequate and successful 
accounting system many years ago but we have never yet been 
fully satisfied with it. .We take pride in saying that every year we 
have made at least one major improvement in our methods and we 
see no reason to expéct any change from this policy in the years 
to come. Any successful business is a live and growing thing. 
-This means accounting methods and systems must grow with it 
and be adjusted to fit the operations and their constant change. 
The accountant who does not keep up with changes, both in his 
company and in his profession, cannot be serving either his firm’s 
best interests or the full responsibilities of his job. : 


Developing Replacements 

Another duty of the accounting executive is to have an organiza- 
tion that will function in his absence and from which a successor 
can be developed to take his place when retirement day arrives. 
Too many executives are individualists who must do everything 
themselves and will not permit help from others. The accounting 
executive, or any other, will perform best who knows how to dele- 
gate duties and by such delegation bring out and develop the sub- 
ordinates to whom the tasks have been assigned. It is a very seri- 
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ous and risky situation when things must stop when the accounting 
officer is absent because no one else is present who can handle mat- 
ters or take responsibility. 

The executive should have trusted subordinates to whom he can 
confide important departmental matters. He should also try to 
bring them in on as many affairs as possible simply as part of their 
development and to broaden their viewpoints. In assigning duties 
he should also permit and encourage the use of original and indi- 
vidual methods. It is quite true that frequently others will not 
carry out the assignment in the same manner as he would have, but 
as long as the general result is obtained, he should not care too 
greatly about the detailed methods used. This prevents the sub- 
ordinates from becoming rubber stamps and develops in them the 
initiative and experience that will make them infinitely better men 
and of more value to the company. 


Responsibility to Staff 

I consider it one of the most serious responsibilities of the ac- 
counting executive to give attention from time to time to every 
one of~his employees and to concern himself with the development 
and progress of each. He should have it clearly understood that 
any employee is entitled to direct access to him for discussion of 
his business or personal problems and welfare. Frequently an 
employee does not know or understand that he may not be proceed- 
ing on the right track in his work or that his development is being 
retarded by conditions either within or perhaps beyond his control. 
It may be also that he will have developed beyond the needs of his 
immediate assignment and be ripe for more advanced duties. It 
is the responsibility of the executive to learn and see all these 
things and to do his part in aiding the advancement of each em- 
ployee just as quickly as ability and opportunities within the de- 
partment will permit. 

Sometimes it will be found that an employee is not fitted by 
nature or temperament to serve in the accounting department but 
may well be good material for some other part of the organization. 
Perhaps the executive will know of an excellent opening in another 
department which would mean an advancement for one of his men 
greater than he could make by staying within the department. In 
such cases, the executive should not be selfish and try to avoid a 
temporary upsetting of his organization by preventing the transfer. 
It is encouraging to the morale of all concerned and promotes the 








ter: 




















FEBRUARY 15, 1948 743 


greater welfare of both the company and the accounting depart- 
ment when men trained in that department are placed in respon- 
sible positions throughout the organization. This facilitates a 
better understanding in other departments of the work and re- 
quirements of the accounting branch. In fact, it is a good thing 
to let new employees know that when they enter the accounting 
department their field of progress is not limited and that transfer 
and promotion in other departments are open to them. While 
occasionally it may be wise for tasks requiring special technical. 
knowledge or to get external viewpoints, to employ outsiders for 
the higher positions in the department, it is sound general pro- 
cedure to employ for the lower positions only and to fill the higher 
ones by promotion. This will give incentive to the Jaa and 
add greatly to its morale. 

It seems fitting to pay tribute here to the very fine group of 
young men now available to business and especially to accounting 
departments. The war service of many of them has given them a 
self-reliance, earnestness, and maturity that in many cases has 
more than made up for lost years of business life. Moreover they 
_ have ambition and the will to go ahead. The schools and colleges, 
both day and night, are full of young men studying to be engineers, 
accountants, and executives, with a seriousness of purpose never 
before equalled. I have very great faith in this younger generation 
and the business leadership they will provide in the years to come. 


Taking Counsel with Department Personnel 

The accounting executive can do great service both to his sub- 
ordinates and his company by encouraging the former to make 
suggestions as to new or better ways to do things, either in connec- 
tion with their own work, that of the department, or of the com- 
pany as a whole. They should not be given the idea that present 
procedures are never to be changed. Rather they should be told 
that they, as the ones closest to the work and most intimately con- 
cerned, are the ones who should know best how to improve it. To be 
sure, many unsound suggestions will be received and others that 
cannot be used., However, they must not be rejected abruptly or 
scornfully. A full and patient explanation should be given why they 
are not usable. The employee should then be commended for his 
interest and encouraged to try again on something else. In mat- 
ters of major importance affecting the department, the executive 
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should call in personnel immediately concerned for consultation 
and for suggestions as to the best way to work out the problem. 
He will be surprised, frequently, to find out that what he may con- 
sider to be a beautiful idea or plan will not stand the testing of 
the men who will actually have to operate it and from that view- 
point know more about it. The executive should avoid stubborn 
pride of opinion in such cases and be glad that the knowledge and 
frank criticism of others may have saved him from making a major 
mistake. 


Community Service 

There is a final responsibility that too many accounting execu- 
tives seem to overlook entirely. I mean their duty to the com- 
munity. It seems to me that a man with the special training and 
executive ability of an- accounting officer should use those quali- 
fications for some work or interest outside of his business duties. 
There are many places in community work, church, social, and 
professional organizations where he can make a real contribution 
and at the same time broaden his outlook and acquaintance. There 
is much to be done and great satisfaction to be obtained in activi- 
ties of this sort. Men of ability are needed greatly in such work 
and those best qualified should be doing it. In all of his relation- 
ships, either inside or outside the office, the accounting executive 
should realize that his acts can always reflect either credit or dis- 
credit on his company and govern himself accordingly. Thus, in 
whatever he may be doing, it is his deep responsibility always to be 
both worthy and trustworthy. This will be equally for his own 
and his company’s sake. 





COMING ARTICLES 
In the N. A. C. A. Bulletin, March 1, 1948 
Production Scheduling in the Women's Apparel Industry 
by D. S. Mitchell 
Applying Point Rating to the Setting of Machine Hour Rates 
by Norman R. Reed 


An Introduction to the 
Costing of Heat Treating Operations 
by L. F. Spaulding 


























MARKET RESEARCH AND TESTING 


by GEORGE M. ARISMAN, 


George M. Arisman & Associates, 
Harrisburg, Pa. 


d benoagen are two kinds of market research and testing, original 

and secondary. Original market research and testing consists 
in securing the facts at the source, analyzing these facts, building 
up new information and arriving at conclusions. Secondary mar- 
ket research consists in using material already gathered by other 
organizations, such as government agencies, business units, uni- 
versities, and trade associations, analyzing these facts, and deriving 
conclusions. Market research and market testing are somewhat 
different in that market research means gathering the facts or 
using them as they now exist, while market testing is an applica- 
tion in the form of testing to determine what the status or accept- 
ance of a product or service may be. 


Relationship to Cost Accounting 

The purpose of this presentation is to show how the work of the 
cost accountant is affected by market research and testing directly 
or indirectly and the economic usefulness of the application of 
market research data to a business. The cost accountant’s work 
is affected by market research or testing, whether as a result of 
greater sales concentration on a particular product or territory (be- 
cause market research has indicated this should be done) or a 
change in product and the methods of producing it. These changes 
immediately bring about new probiems in cost accounting. Distri- 
bution methods, outlets, or territories may be altered, resulting in 
new cost accounting problems in distribution, selling, advertising, 
and delivery. Product research programs, additions and changes 
in plant equipment, layout, and methods, brought about as a result 
of market research, each requires the change in or the building of 
new cost techniques, changes in cost procedures, or the establish- 
ment of new cost information. It is not necessary for the cost ac- 
countant to know how to carry out market research or testing but 
it is important that their relationship to cost accounting be under- 
stood. 
745 
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Objectives of Market Research and Testing 


The following are some of the principal objectives and purposes 
of market research and testing: 


I. 


Calculation of market potentials or demands for products 
and services for establishing new business, new products, 
or services. Determination of market potentials or de- 
mands for products and services is a prime requisite for 
determining whether a business or product venture should 
be undertaken. Such a venture implies a number of ques- 
tions. Is there a potential for the product or service? 
Where do these potentials lie and to what extent? Are 
the demands actual? Can they be realized? When these 
questions of potential demand and acceptance are 
answered through market research and testing, the indi- 
vidual or corporate body has a reasonable assurance that 
the products or services can and will be marketed. The 
place and extent of these markets will be known. Those 
considering the building of a new business or marketing 
of a new product or service will then have assurance of 
consumer acceptance when planning for sales, production, 
administration, personnel, and other requirements to carry 
on the business. 
Sales analysis of products or services to determine 
changes and trends. The analysis of sales through market 
research shows the trend of sales by products. These 
changes or trends in the sale of products or services in 
themselves may be sufficient to be of material use in plan- 
ning sales activity, production requirements, or personnel 
needed, etc. Other functions of a business may be 
planned on the basis of this information, such as purchas- 
ing, fixing of engineering and research programs, sched- 
uling of production, and determining costs at the volumes 
scheduled. Sales analysis data gathered through market 
research may be used also for setting sales quotas, sales 
budgets, fixing salesmen’s territories, determining where 
warehouses should be located, the amounts to be expended 
for sales promotion and advertising by products or types 
of service. 

Testing markets as a supplement to sales analysis will 
give further basic information as to possible greater ac- 
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ceptance of a product or service, change in buying habits 
or requirements. With this information it is possible to 
determine with a reasonable degree of accuracy whether 
change in style, type of product, or an entirely new prod- 
uct is required. Past sales experience on a product or 
service is not always a sound base on which to plan even 
the immediate future sales and other programs of a busi- 
ness. This applies to some businesses to a greater degree 
than others. 

Ascertaining sales of various products by a particular 
company or by several companies, and the stocks in the 
hands of wholesalers, retailers, or consumers, for the pur- 
pose of company planning. Here again, to secure this in- 
formation for company planning is an objective of market 
sales research. The cost accountant is interested in the 
decisions and plans of management which have been made, 
based on these facts. The company’s policies and plans 
as set at this time may mean that the cost accountant needs 
to institute departures in his accounting work or bring out 
the effect on the costs of a product, products, or services 
of the program built from this market information. 


Forecasting movements of business or prices. Market re- 
search and testing of a company’s products or services 
will indicate factors of instability and possible changes 
occurring or to occur. As an example, a test may show 
that acceptance of a product or service is shifting to a 
new territory or to a new class of consumer. This means 
that the markets so disclosed should be followed by greater 
sales effort and advertising. However, on the cost side, it 
could turn out that freight or competition may affect the 
company’s cost in these locations. Further there may 
have been changes in competitor products, acceptance, use, 
or prices, and cost information on the company’s present 
or new products will be helpful. 


Forecasting sales, and setting sales and production budgets 
for control use. From the information available through 
market research and testing, the cost accountant is in a 
position to assist others in his company in setting sales 
forecasts which are reliable and can be used for setting 
sales, production, administrative, and other operating 2x- 
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pense budgets. The use of the sales forecast as prepared 
from first-hand information through market research and 
testing forms a firm basis of setting financial, plant ex- 


pansion, and operating budgets. 


. Analysis of distribution costs for control purposes. 


Through market research it is possible to determine the 
costs and profits of selling to different customers, differ- 
ent types of customers, selling different products, selling 
in particular territories, sales made by each salesman, 
orders by size, and product in various forms. This work 
cannot be adequately done without the help of the cost 
accountant as he has cost information to be used in con- 
nection with this market research project. While the new 
sales and cost information must be determined by research 
as to different customers, different types of customers, 
different products, etc., the basic information gathered 
should be segregated and applied by the cost accountant 
to arrive at the correct figures of income and costs in each 
instance. As examples, it may be found that the cost of 
marketing a product in a certain form is too high to yield 
a profit. The cost of packaging and displaying a product 
may be high for the price that can be realized from the 
consumer for it. 


. Determine selling prices of new products. Through mar- 


ket research and testing, data may be secured on distribu- 
tion costs, on elasticity of demand, on consumer reactions. 
From this information it is possible to build up a price to 
be asked and received for a new product. However, this 
is not the whole answer as the cost accountant should pre- 
pare the manufacturing costs and add to these the distri- 
bution costs as determined in the light of market research 
to learn whether the new product can be produced and sold 
at a profit at the price in mind. The final determination 
of a price for a new product may be done by market test- 
ing which would involve experimental research consisting 
of trying various prices on the purchaser under different 
conditions. In this whole process it is well to have avail- 
able the complete costs as furnished by the cost account- 
ant. 


. Determining area and income groups covered by circula- 


tion of periodicals, radio listening, etc. This particular 
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objective of market research work may be done through 
interviews, statistical studies of subscription lists, ques- 
tionnaires, traffic counts, meters on radios, and telephone 
questionnaires. 


The Example of Radio Advertising 

Among the more recent research and testing procedures are 
those developed for measuring the acceptance, effectiveness, and 
economy of radio program advertising. These procedures and an- 
alyses have been developed to the point where the most may be 
obtained by the user of radio advertising at the effective minimum 
cost. The range of a radio station is not necessarily the decisive 
factor in effectiveness. It may be found that a home-city high power 
station has too much waste audience when viewed as coverage of 
the trading area of a wholesaler or retailer. Perhaps a low power 
station may be found not to have a large enough audience in the 
city. Or else through research, it may develop that the low power 
station does have a sizable audience within the city or county and 
would be an excellent medium for a tie-in campaign. It could also 
be that by using the larger station, the advertiser can get customers 
from potentially profitable areas not previously serviced. 

With radio audience measurement available, other promotional 
material can be sent to the entire audience area of the network or 
stations carrying the program or particular areas of each station. 
This avoids wasting promotion in areas where the stations are not 
listened to and results in more effective use of promotional cost 
dollars. 


Supplementary T esting Techniques 

In the field of retailing there are instances where market an- 
alysis may not have been done prior to the time a product is put 
on the market. In such instances and others in which it may be 
desired to supplement preliminary testing, there are two other ap- 
proaches in determining the consumer acceptance of a product. 
Where an item requires a sizable investment by the distributor or 
retailer to carry it, the product is first offered in a limited market. 
That is, the product is offered only in one or more places where 
conditions are such that if the product is accepted there it may be 
accepted as reasonable proof that it will be accepted elsewhere. A 
past example is the automatic washer which was tested in this way 
by its manufacturer before it was offered on a national distribu- 
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tion basis. This item was sold in one or two places for a period 
of several years before being offered generally. 

The second approach referred to relates to novelty items with 
respect to which the investment for the distributor and retailer is 
not large. The retailer doing his own market research continuously 
follows up the acceptance of items by the consumer through a stock 
control and sales reporting system. The retailer follows the sales 
of a product from its original presentation to the customer, through 
the “fad” stage, the “fashion” period, the “peak” period and, from 
this movement, determines when not to reorder and when to dis- 
pose of stock on hand and eliminate the item from the counter or 
rack. In this way, the retailer often follows closely the sales of 
the group of items which produce eighty per cent of the sales total, 
from daily sales reports made up by the sales people handling them. 
A report is also made on the general circumstances surrounding 
the sale of these items, such as acceptance, customers’ remarks, lo- 
cation of the item in the store, etc. This type of stock control sys- 
tem, with related sales records, reports, and their follow up, also 
constitutes a means by which a wholesaler may test the movement 
of products to the retailer. The installation of such a system of 
merchandising control is in the field of cost accounting and the cost 
accountant may be of assistance in the successful operation of the 
business not only by setting up a stock and sales control but in re- 
porting the information daily and monthly to the operating heads. 


Conclusion 

The technique of market research and testing is in itself a wide 
field requiring special understanding and having its own detail, but 
the functions of this technique concern the work of the cost ac- 
countant in the same way as do product research, engineering, pro- 
duction methods, plant improvement programs, and advertising 
and sales programs and policies. To understand the scope of mar- 
ket research and the results to be attained from it and its effect on 
cost control and cost reduction is of broad interest to the cost ac- 
countant. The results of market research affect all aspects of a 
business whether it be manufacturing, distribution, or business ex- 
pansion. A change in activity at any point as a result of market 
research is a matter of interest and concern all around. The cost 
accountant is the scorekeeper and he should be acquainted with 
market research and testing procedures and their application and 
he should know where in this program his responsibility lies. 

















CONTROL OF STATE-WIDE LIQUOR INVENTORIES 


by C. ROBERT ANGELL, 


Comptroller, Michigan Liquor Control Commission 
Lansing, Mich. 


de State of Michigan has adopted what is commonly known 
as the monopoly system, for the purpose of controlling the traf- 
fic in alcoholic beverages. Under this system liquor intended for 
consumption in Michigan may be purchased only from the Liquor 
Control Commission. It is unlawful for any distiller, broker, job- 
ber, or wholesaler to sell liquor intended for consumption in Mich- 
igan to anyone but the Liquor Control Commission and it is un- 
lawful for any carrier to transport liquor consigned to anyone in 
Michigan except the commission. Certain minor exceptions are 
provided by law but they are not significant to this discussion. 


A Large-Scale Merchandising Operation 

It is immediately apparent, therefore, that in order to carry out 
the mandate of law, the commission must become a huge merchan- 
dising organization. It must adequately serve a population of five 
and one-quarter million persons living in an area of 58,000 square 
miles. A few operating statistics will, I believe, help to establish 
the magnitude of our operation and at the same time serve as back- 
ground for consideration of our problem of inventory control. We 
operate four warehouses and 100 liquor stores. Of these, three are 
exclusively wholesale stores, twenty-two are exclusively retail 
stores, and seventy-five are so-called combination stores doing 
both retail and wholesale business, During the year ended June 
30, 1947, we sold 48,029,173 bottles of liquor valued at $127,294,- 
877.72. We process and pay liquor purchase invoices running be- 
tween eight and nine million dollars each month and handle over 
2,250 railroad cars and 1,000 truck loads of liquor inbound each 
year. Freight bills aggregate more than a million dollars a year. 

There are two fundamental characteristics of our business that 
must influence our thinking on the subject of inventory control. 
First, our merchandise is packaged in glass, has a relatively high 
unit value, is highly desirable to certain people, and therefore, more 
than usually susceptible to breakage and- pilferage. Second, since 
we control exclusively the distribution and sale of the beverages 
within the state, we are thc only source of information concerning 
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sales volumes by brands by localities. Distillers who have large 
investments in both plant and advertising programs have no way 
of knowing where their product is being sold or not being sold 
within the limits of the state unless we maintain records to pro- 
vide this information. 

Having in mind, then, the ordinary requirements for good mer- 
chandising, together with the unusual factors above outlined, what 
controls of inventory are necessary? What purposes must be 
served? Ten chief objectives are listed later in this presentation 
with notation of steps taken to achieve them, but first it may be 
helpful to follow through the application of the two principal re- 
quirements, related to most of these objectives, which govern our 
procedures : 


1. Unusually detailed records of inventory movements in 
terms of bottles or cases must be maintained. Considering 
that we handle approximately 650 brands and sell over 
48 million bottles a year in 100 stores it is apparent we 
must exercise all of our ingenuity in the use of labor-sav- 
ing methods in this work. 

2. A satisfactory means must be found to convert units of 
inventory to dollar value on a uniform basis and there- 
after to trace inventory movements both by units and dol- 
lar value. 


Selection of Costing Method 
‘ The method most commonly used in chain store operation is 
known as the retail inventory method. By this method all inven- 
tory units are priced at the established retail prices per unit. Cost 
value of inventory is computed by applying a percentage equal to 
the average ratio of cost to selling price. Cost of sales is computed 
by applying this same percentage to retail value of sales. Inven- 
tory values at retail are adjusted for price mark-ups, mark-downs, 
and discounts. When this system is run properly, a physical inven- 
tory taken at any time and priced at retail will agree closely, but 
almost never exactly, with the book inventory. Because of its wide- 
spread acceptance and use this method was given careful consid- 
eration. It seems, however, to have certain deficiencies when ap- 
plied to our operation. 

Another method, much less frequently used, may be described 
as the uniform cost method. Uniform cost, as used in this method, 
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is a unit cost value fixed at an amount as near as possible to the 
weighted average of actual costs, and thereafter not changed until 
there is a substantial change in actual costs. Differences between 
uniform cost and actual cost are taken into income (or loss) at 
time of purchase and thereafter all costs of inventory items are 
reckoned in terms of uniform cost value. This method was adopted 
because it seemed to have many advantages, few disadvantages, and 
to be superior to all other methods for our purposes. 

A few comparisons of the two systems will serve to high-light 
the relative advantages. .Physical inventories may be readily priced 
by either method. This is important in our auditing procedure. Ac- 
counting records such as receiving reports, stores invoices, stock 
transfers, and breakage and shortage reports may be readily priced 
on either basis. The retail method requires recording mark-ups, 
mark-downs, and discounts. They are not recorded on the uni- 
form cost method. Undetected overcharges and undercharges on 
both retail and wholesale sales distort book inventories on the retail 
method making reconciliation with physical inventories virtually 
impossible. They have no effect on the uniform cost basis. Cost 
. Of sales on the retail method is, in effect, estimated as a percentage 
of sales. On the uniform cost basis, cost of sales can be deter- 
mined exactly, assuming accurate records of bottle sales necessary 
to.our operation for other purposes. General ledger inventories 
by stores on the retail method would likely be carried at both cost 
and retail values. Cost value would be on an estimated basis (rea- 
sonably close, but not exact) and retail value would closely ap- 
proximate but almost never exactly equal a priced physical inven- 
tory. Unaccountable differences, in a business like ours, would 
lessen the value of store audits, and would be a matter of serious 
concern. On the uniform cost basis ledger inventories must agree 
exactly with priced physical inventories. If they do not agree the 
auditor is able to locate and fix responsibility for every error con- 
tributing to the discrepancy. The uniform cost method is probably 
a little more expensive to operate in the general office but the ad- 
vantages, in our opinion, far outweigh any small added cost. 


Work of the Cost Division 

To operate this system we have established what we call a cost 
division. This department maintains cumulative averages of actual 
costs by brands, establishes uniform costs, revises costs as required, 
and prices all accounting records of inventories such as receiving 
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reports, etc., except those processed on punched card multiplying 
machines. : 

In the discussion up to this point, I have indicated that we are 
required to keep more than usually detailed records of inventory 
movements, that this entails processing a large volume of individual 
transactions, and that we have adopted the uniform cost method 
for valuing inventories. I shall now outline as briefly as possible 
and in a general sort of way the actual accounting routines used 
to record the inventory transactions. 

We use eight basic accounting forms or documents for report- 
ing inventory transactions : 


Purchase order. 

Receiving report—receipts into warehouse. 

Store invoice—shipments from warehouse to store. 

Stock transfer authority—transfers store to store or 

warehouse. 

5. Merchandise release—releases other than in usual course 
of business for sale. 

6. Weekly sales and inventory report—store report of sales 
and inventory. 

7. Breakage and shortage reports. 

8. Journal vouchers—for cost of sales, adjustments, etc. 


PY Ph 


We use the following seven books of original entry and ledgers 
for recording inventory transactions : 


1. Receiving Report Register. 4. Over, Short, and Breakage 


2. Transfer Journal. Register. 
3. Merchandise Release Reg- 5. Journal Voucher. 
ister. 6. Store Sales Ledger. 


7. Inventory Ledger. 


Ultimate inventory control is attained through the inventory 
ledger and all processing is pointed toward this ledger. The ac- 
counting period for inventory accounting is the week, a seven-day 
period beginning Saturday and ending Friday. From the original 
documents, through the books of original entry, to the final posting 
in the inventory ledger, each week is a unit complete in itself. 


Orders, Receipts, and Shipments to Stores 


The cycle of inventory accounting is started with the purchase 
order originating in the purchasing department. One copy goes to 
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the tabulating section where cards are punched showing brand, 
cases, warehouse, vendor, and other data. When the merchandise 
is received at the warehouse a receiving report is prepared. Two 
copies are routed through the cost section for pricing at uniform 
cost. One copy is recorded in the receiving report register and one 
copy is sent to the tabulating section where cards are punched 
showing brand, cases, warehouse, vendor, uniform cost, and other 
data. Damaged and light cases are examined in the warehouse sal- 
vage department where breakage and shortage reports are prepared. 

Shipments from warehouses to stores are made on store in- 
voices. One copy is sent to the tabulating section where cards are 
punched showing warehouse, store, date, brand, and cases. Other 
data including cost are punched in from master decks controlled 
by code number. These cards are passed through a multiplier 
punch where unit costs are multiplied by the number of cases and 
the extensions punched into the cards. Once a week these cards 
are sorted and tabulated to show cost value of shipments from 
each warehouse and to each store. The tabulator tape is attached 
to a journal voucher and posted direct to the inventory ledger. 
. Transfers from store to store or otherwise within the system are 
accomplished by stock transfer authority. One copy goes to the 
cost division for costing and is then entered in the transfer jour- 
nal. If warehouse inventories are affected, cards are punched. 


Releases, Breakage, and Overages 

Releases other than in the usual course of business for sale, such 
as bottles sent to chemist for analysis, merchandise returned to 
vendor, unsaleable merchandise to be destroyed, etc., are made by 
merchandise release. This form is costed by the cost division and 
then recorded in the merchandise release register. 

Breakage, overage, and shortage in stores arise from a variety 
of causes, Breakage may be first discovered when the case is 
opened or it may occur in transit from the warehouse, or else in 
handling in the store. Sometimes minute cracks, faulty caps, etc., 
cause what we call “leakers.” Overages may arise from cvership- 
ments by warehouse or short delivery on wholesale orders. Short- 
ages may result from short shipments from warehouse, pilferage 
en route, pilferage in the store, overdeliveries on wholesale orders, 
or shortage in case when opened. Misdeliveries on sales, either re- 
tail or wholesale, may cause overages in one brand and shortage in 
another. 














& 
f 

























756 N. A.C. A. BULLETIN 


All store and warehouse breakage, overage, and shortage of mer- 
chandise is reported on breakage and shortage reports. These are 
costed in the cost division and passed to the shortage and breakage 
classification clerk for coding. This clerk examines each report, 
giving consideration to the circumstances in each case, and deter- 
mines whether the loss is recoverable or must be suffered by the 
commission. The report is then coded in accordance with this de- 
termination and recorded in the over, short, and breakage register. 


Sales and Cost of Sales 

This completes the inventory accounting except for sales, cost of 
sales, and audit adjustments. I have shown that it is desirable that 
we provide unusually detailed records of bottle sales by brands by 
store location. To do this we require each store to tabulate the 
number of bottles of each brand sold each day. This information 
is listed on the daily section of the weekly sales and inventory re- 
port. The number of bottles sold is then multiplied by the retail 
prices to find the total cash sales for the day. If the actual cash 
receipts for the day do not equal the cash sales less wholesale dis- 
counts the store is recorded as over or short for the difference. A 
Daily Recapitulation of Sales and Cash is submitted each day by 
each store. This is posted direct to the store sales ledger. 

Once a week the store completes its Weekly Sales and Inventory 
Report. This means cross-adding daily bottles sold and cash sales 
to determine bottles sold and cash sales for the week. A perpetual 
inventory record of bottles by brands is also posted and carried to 
a balance column on the form, showing bottles on hand at end of 
week. 

In the central office the weekly sales and inventory report is 
passed at once to the tabulating section where cards are punched to 
show bottles sold during the week and bottles on hand at the end 
of the week for each brand. Other data including store number, 
warehouse district, date, type, bottle size, bottle pack per case, ven- 
dor, unit retail price, and unit cost price are punched into the cards 
from master decks. The cards are passed through the multiplier 
punch where both cost and retail value are multiplied by number 
of bottles sold and the respective answers punched into the cards. 
The cards are then listed by the tabulator and retail value added. 
The tape thus produced is compared as to total retail value of sales 
with the weekly sales and inventory report. If.the figures agree 
the report has been verified by the machines, and conversely the 
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machine work has been proved correct by the report. If they do 
not agree the error is located and corrected. After all the work has 
been checked and found to be correct a tabulation is made showing 
cost of sales by stores. This tape is attached to a journal voucher 
and posted to the inventory ledger. 


Audit of Store Inventories 

Once a week all of these books of original entry, that is, receiv- 
ing report register, transfer journal, merchandise release register, 
over, short, and breakage register, and journal vouchers affecting 
inventory are posted in detail as to stores and warehouses to the in- 
ventory ledger. This completes the weekly cycle of inventory ac- 
counting. The inventory ledger should now show the cost value of 
inventory at each store and warehouse, but to establish positive con- 
trol these values must be proved. This is done by the field auditing 
staff. Warehouses are audited once each month, stores once every 
two or three months. 

The inventory ledger is machine posted on a statement type 
ledger sheet. When a store is assigned for audit all carbon copies 
of the ledger sheets for that store since the last audit are given to 
the auditor. Thus he has a complete transcript of the account show- 
ing all transactions as recorded in the central office. The first step 
in the audit (insofar as inventory verification is concerned) is to 
count the bottles on hand. These quantities are reconciled with the 
book bottle inventory shown on the weekly sales and inventory re- 
port. The inventory is then worked back to the last weekly closing 
date in the inventory ledger and costed. If all is well, the costed 
inventory will check exactly with the inventory ledger. If it 
doesn’t—if it is out of balance even one cent—the auditor must 
find what is wrong. It is often amazing what things he finds, al- 
though it isn’t always the store or warehouse that makes the mis- 
take. If the central office makes a mistake the auditor finds it just 
as surely. 


Appraisal of the System 

Now that we have completed the outline of the bookkeeping pro- 
cedures of inventory control—necessarily omitting many details— 
the system may be appraised in the light of its further objectives, 
briefly indicated at the outset. As mentioned, ten specific purposes 
are distinguished. These are given below, together with the means 
of achievement in each case: 
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I. 


N. A.C. A. BULLETIN 


To provide information for use by the purchasing de- 
partment showing quantities on hand and on order, and 
sales volume by brands by warehouse districts. Using 
information punched into cards, our tabulating section 
prepares weekly a statement called “Analysis of Mer- 
chandise Movement.” This statement is used all day, 
every day, by the purchasing department. It shows with 
respect to every brand by warehouse districts the cases 
on hand in the warehouse, cases on hand in stores served 
by that warehouse, cases on order for that warehouse, 
total available for the district, case receipts and ship- 
ments from that warehouse during preceding week, case 
sales in the district for the preceding week and for the 
preceding four weeks. This is one of our most complete 
and useful statements. 

To provide information for use by the distribution de- 
partment showing sales demand and quantities on hand 
by brands by stores. This is done by the simple expedi- 
ent of providing the distribution department with a car- 
bon copy of the section of the store weekly sales and 
inventory report in which this information appears. 

To obtain proper reimbursement for carrier damage or 
shortage. This is handled by our traffic department on 
the basis of information shown by warehouse salvage 
departments in their breakage and shortage reports. 


. To trace and establish responsibility for, or at least local- 


ize, any breakage and pilferage within our ow* organiza- 
tion in order to minimize loss from this source. This is 
done by the shortage and breakage classitication clerk, 
based on examination and processing of breakage and 


shortage reports. 

To prevent undetected fraud in stores by holding each 
store accountable for all merchandise shipped to it, Each 
store is charged with merchandise shipped in and over- 
ages. It is credited with merchandise shipped out, break- 
age, shortage, and sales. Breakage must be supported 
by a bottle neck with federal strip stamp intact. Bottle 
sales for which credit is given are machine extended at 
retail prices and the totals verified with cash received 
and deposited. 





ee 











FEBRUARY 15, 1948 759 


6. 


10. 


To provide simplified but effective methods for exact 
verification of inventories, whether in stores or ware- 
houses, by internal auditors. Inventories and inventory 
movements are priced at uniform cost. The inventory 
ledger is kept separately by stores and warehouses using 
statement type ledger sheet. One copy of ledger sheet 
is given to the auditor. With this transcript of the ac- 
count he is able to not only verify inventories but to 
locate errors made both in the stores and the central 
office. 

To make possible accurate computation of cost of sales 
on a monthly basis. This work is done on the punched 
card accounting machines. Bottle sales, which have been 
key punched into cards and machine verified with actual 
cash deposits, are priced as to unit cost from master 
decks. The cards are passed through a multiplier punch 
and extended at uniform cost. They are then sent 
through another multiplier punch wired for checking. 
The checked cards rarely contain an error but if one 
should occur in multiplying or anywhere else along the 
line the auditor ultimately finds it because the inventory 
will be out of balance. 

By the device of converting units to dollars on a uniform 
basis, to provide an accounting control employing all the 
checks and balances of double entry bookkeeping. I have 
given the reasons why we adopted the uniform cost basis 
in preference to other bases and I have shown that with 
its use we do employ to full advantage the checks and 
balances of double entry bookkeeping. 

To provide statistics for use by management respecting 
sales, inventories, and inventory turnover, by brands, 
types, and other classifications on monthly, annual, or 
other periodical dates or bases. All of this data is avail- 
able. A large portion of the reports are run by the tabu- 
lating section from the punched cards. Other reports, 
not economically feasible for punched card accounting 
machine operation, are produced by the statistical section. 
To provide sales statistics by brands by stores or local- 
ities for the benefit of vendors. These reports, run on 
the punched card accounting machines, are sold to ven- 
dors on a cost basis. 
























































